REPORT OF THE AUDITOR-GENERAL TO THE NORTHERN CAPE PROVINCIAL 

LEGISLATURE AND THE COUNCIL ON THE THEMBELIHLE LOCAL MUNICIPALITY 

REPORT ON THE ANNUAL FINANCIAL STATEMENTS 

Introduction 

1 . i was engaged to audit the accompanying annual financial statements of the Thembelihle 
Local Municipality, which comprise the statement of financial position as at 30 June 2011, 
the statement of financial performance, statement of changes in net assets and cash flow 
statement for the year then ended, and a summary of significant accounting policies and 
other explanatory information, as set out on pages XX to XX. 

Accounting officer’s responsibility for the annual financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
annual financial statements in accordance with South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and the requirements of the 
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) and 
the Division of Revenue Act of South Africa, 2010 (Act No.1 of 2010 as amended) (DoRA) , 
and for such internal control as management determines necessary to enable the 
preparation of annual financial statements that are free from material misstatement, whether 
due to fraud or error. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of South Africa, 1996 (Act No. 108 of 1996) 
and section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA), my 
responsibility is to express an opinion on the annual financial statements based on 
conducting the audit in accordance with the Internationa! Standards on Auditing and General 
notice 1111 of 2010 Issued in Government Gazette 33872 of 15 December 2010. Because 
of the matters described in the Basis for disclaimer of opinion paragraphs. I was unable to 
obtain sufficient appropriate audit evidence o provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

Property, plant and equipment 

4. Due to the matters listed below, I was unable to obtain sufficient appropriate audit evidence 
as to the completeness, existence, valuation and allocation and the municipality’s rights to 
property, plant and equipment disclosed as R172 945 893 (2010: R170 451 828) in note 8 to 
the annual financial statements: 

» Property, plant and equipment with a carrying value of R77 488 525 could not physically 
be verified due to the fact that the asset register did not contain adequate descriptions, 
serial numbers, locations and conditions of the items included in the register. 

9 Title deeds for property, plant and equipment amounting to R14 301 716 could not be 
obtained. 

® The management of the filing system did not function effectively, resulting in sufficient 
supporting documentation for transactions and additions amounting to R2 573 328 not 
being provided for audit purposes. 
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® Property, plant and equipment not in working condition amounting to R177 116 were not 
removed from the asset register and assets amounting to R4 203 787 were not included 
on the asset register and subsequently in the annual financial statements. 

9 The municipality did not review at each reporting date the residual values, useful lives 
and depreciation methods of property, plant and equipment in accordance with 
paragraphs 61 and 71 of SA Standards of GRAP, GF^P 17 Property, plant and 
equipment (GRAP 17). The municipality did not comply with these requirements in the 
current and the prior year. 

® Paragraph 39 of SA Standards of GRAP, GRAP 17 Property, plant and equipment 
(GRAP 17) requires after recognition as an asset, an item of property, plant and 
equipment whose fair value can be measured reliably shall be carried at a revalued 
amount, being its fair value at the date of the revaluation less any subsequent 
accumulated depreciation and subsequent accumulated impairment losses. 

Revaluations shall be made with sufficient regularity to ensure that the carrying amount 
does not differ materially from that which would be determined using fair value at the 
reporting date. The municipality did not comply with these requirements in the current 
and the prior year. 

The system of control over items of property, plant and equipment was not sufficient to 
provide me with alternative means to perform my audit on these items. 

Investment property 

5. Paragraph 5 of SA Standards of GRAP, GRAP 16, Investment property, requires an asset to 
be recognised as investment property when it Is property held to earn rentals or for capital 
appreciation, or both. Paragraph 2 and 18 of SA Standards of GRAP, GRAP 16, Investment 
property, require a municipality to disclose investment property separately in the annual 
financial statements. Management did not complete their processes of separating 
investment property from property, plant and equipment in the current and prior year. 
Furthermore, title deeds for investment property amounting to R1 762 046 could not be 
obtained and disposed investment property amounting to R466 149 have not been 
accounted for in the accounting records of the municipality. Consequently, I could not obtain 
adequate audit assurance as to the completeness, valuation and allocation, existence and 
the municipality’s rights to investment property disclosed as R4 393 203 (2010: R4 393 203) 
in note 10 to the annual financial statements. The municipality's records and information 
available did not permit the application of alternative audit procedures regarding investment 
property. 

Revenue 

6. Due to the matters listed below, I was unable to obtain sufficient appropriate audit 
assurance as to the completeness, accuracy, occurrence, cut-off and classification of 
revenue disclosed as R45 096 055 (2010: R42 842 004) in the statement of financial 
performance: 

9 The management of the filing system did not function effectively, resulting in sufficient 
appropriate audit evidence for debit transactions amounting to R2 037 276 and credit 
transactions amounting to R5 251 639 not being provided for audit purposes. 

9 I could not be provided with the approved tariffs as per the National Energy Regulator of 
South Africa for the proceeds from sale of electricity amounting to R6 507 668. As the 
relevant information was not available I was not able to calculate what the electricity 
tariffs charged against trade receivables and service charges revenue should have been 
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had the tariffs been applied correctly. The value-added tax (VAT), impairment, 
accumulated surplus, impairment losses and contingent liabilities implications on these 
electricity tariffs were also uncertain and had not been considered. 

9 The usage charged for meter readings as per the system differed from the actual usage 
as per the meter reading books. In addition the tariffs used to levy charges did not agree 
to the approved tariffs. As all the relevant information was not available I was not able to 
calculate what the charge against trade and other receivables and service charges 
revenue should have been had the tariffs been applied correctly. 

6 Services were not calculated and charged on a monthly basis by the municipality to all 
debtor accounts. The municipality also did not have complete building plans indicating 
all sewerage and refuse points within the municipal area. This therefore resulted in 
consumers not being levied each month for sewerage, refuse, water, electricity and 
property rates. In the absence of this information. I was unable to calculate what the 
service charges against revenue and consumer debtors should have been. 

9 The interest rate charged as per the system and the rates that should have been 
charged differed. As all the relevant information was not available 1 was not able to 
calculate what the interest charged against trade and other receivables and interest 
earned revenue should have been had the rates been applied correctly. 

• I could not be provided with the approved valuation roll and the last property valuation 
was performed in the year 2000. In terms of the Local Government; Municipal Property 
Rates Act, 2004 (Act No. 6 of 2004), valuations on land and other improvements should 
be performed every 6 years. I was therefore unable to perform all the procedures that I 
deemed necessary to confirm the occurrence, completeness and accuracy of property 
rates disclosed as R1 937 860 (2010: R1 775 552) in note 20 to the annual financial 
statements. The value-added tax (VAT), provision for impairment, accumulated surplus, 
impairment losses, trade receivables and contingent liabilities implications were also 
uncertain and had not been considered. 

9 The municipality did not maintain direct income registers which provides particulars of 
other income received in the current and previous year. Consequently. I was unable to 
obtain sufficient appropriate audit evidence to satisfy myself as to the completeness of 
revenue. 

The municipality’s records did not permit the application of alternative audit procedures 
regarding revenue. 

Payables 

7. SA Standards of GRAP, GRAP 1 . Presentation of financial statements, requires financial 
statements to fairly present the financial position, financial performance and cash flows of 
the municipality. Retention funds amounting to R2 653 888 were not held back by the 
municipality as per the terms of the individual contract agreements, resulting in an 
understatement of payables and trade receivables by the said amount. 

8. Contrary to the SA Standards of GRAP, GRAP 1 . Presentation of financial statements, the 
municipality did not account for all trade payables. Based on my calculations, I have 
assessed the understatement of trade payables and expenditure at R229 508. 

9. SA Standards of GRAP, GRAP 1 , Presentation of financial statements, requires financial 
statements to fairly present the financial position, financial performance and cash flows of 
the municipality. Trade receivables with credit balances amounting to R530 696 were not 
reclassified as payables, resulting in an understatement of payables and trade receivables 
by the said amount. 
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Expenditure 

10. Due to the matters listed below, I was unable to obtain sufficient appropriate audit 
assurance as to the completeness, accuracy, occurrence, cut-off, compliance and 
classification of expenditure disclosed as R64 643 491 (201 0; R34 91 2 463) in the 
statement of financial performance: 

0 The management of the filing system did not function effectively, resulting in sufficient 
appropriate audit evidence for debit transactions amounting to R5 930 224 and credit 
transactions amounting to R553 979 not being provided for audit purposes, 
e Expenditure transactions amounting to R1 424 743 were incorrectly classified. The total 
extent of the error could not be determined. 

» The depreciation charge on property, plant and equipment as disclosed in note 28 to the 
annual financial statements amounted to RIO 850 038 (2010; R9 622 600). However, 
due to the matters listed in paragraph 4 above on property, plant and equipment, I was 
unable to obtain adequate audit assurance as to the accuracy of the depreciation charge 
for the current and prior year. 

The municipality’s records and Information available did not permit the application of 
alternative procedures regarding expenditure. 

Receivables 

1 1 . Due to the matters listed below, I was unable to obtain sufficient appropriate audit evidence 
as to the completeness, existence, compliance, valuation and allocation, and the 
municipality's rights to trade receivables from exchange and non-exchange transactions 
disclosed as R29 369 589 (201 0: R25 481 71 5) in note 4 and 5 to the annual financial 
statements: 

• The municipality made a blanket provision of R27 640 685 (2010; RO) for the 
impairment of receivables. The South African Statement of Generally Accepted 
Accounting Practice (SA Statements of GAAP). IAS 39 (AC 133), Financial instruments: 
Recognition and measurement (IAS 39) does not allow for a blanket provision for 
impairment of loans and receivables. In terms of IAS 39, the municipality must assess at 
each reporting date whether a financial asset or group of financial assets is impaired. A 
financial asset is deemed to be impaired if, and only if, there is objective evidence that 
an impairment loss on loans and receivables has been incurred. The amount of the loss 
is measured as the difference between the asset's carrying amount and the present 
value of estimated cash flows, discounted with the financial asset’s original effective 
interest rate. As the relevant information was not available I was not able to calculate 
what the impairment charge against trade receivables from exchange and non- 
exchange transactions and impairment losses expense should have been if IAS 39 had 
been applied correctly. 

e Included in trade receivables from exchange and non-exchange transactions as 
disclosed in note 4 and 5, were balances amounting to R15 140 762 for which I was 
unable to obtain sufficient appropriate audit evidence as to the existence and valuation 
of these trade receivables from exchange and non-exchange transactions due to the 
fact that no payments were made for a period of two months subsequent to year end. 

8 Unreconciled differences exist between the debtor age analysis and supporting 
documentation amounting to R921 306. 1 could not be provided with sufficient 
supporting documentation to reconcile these differences. 
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e The management of the filing system did not function effectively, resulting in documents 
supporting receivables amounting to R4433 186 not being provided for audit purposes. 
® Due to severe shortcomings noted within the municipality’s system regarding the 

completion, verification, approval and filing of indigent applications, I could not verify the 
status of several consumer debtors as being indigent. 

The municipality’s records and information available did not permit the application of 
alternative audit procedures regarding receivables. 

Employee benefits 

12. SA Statements of GAAP, IAS 1 9, Employee benefits, outlines the recognition and 
requirements pertaining to employee benefits. Contrary to these requirements, the 
municipality did not disclose service bonuses for the current and prior year. In the absence 
of appropriate records and information, I was unable to confirm the valuation and allocation 
and completeness of employee benefits at year-end and could consequently not determine 
the effect on the other account balances and classes of transactions contained in the annual 
financial statements. 

1 3. 1 could not obtain sufficient appropriate audit evidence for staff leave disclosed in note 1 2 to 
the annual financial statements. There were no satisfactory alternative audit procedures that 
I could perform. Consequently, I could not obtain reasonable assurance on the 
completeness, existence, valuation and allocation of and the municipality's obligation 
pertaining to staff leave disclosed as R741 021 (2010: R542 742) in note 12 to the annual 
financial statements. 

Unspent conditional grants and receipts 

14. Due to the matters listed below, I was unable to obtain sufficient appropriate audit evidence 
as to the completeness, existence, compliance, valuation and allocation, and the 
municipality’s obligations to unspent conditional grants and receipts disclosed as 
R2 349 359 (201 0: R4 046 093) in note 1 3 to the annual financial statements as well as the 
occurrence, accuracy, classification, cut-off and completeness of revenue from grants and 
subsidies: 

e The management of the filing system did not function effectively, resulting in sufficient 
audit evidence for transactions amounting to R14 020 503 not being provided for audit 
purposes. Consequently, I could not be supplied with sufficient appropriate audit 
evidence to establish if all transactions took place according to the conditions of each 
grant and whether the expenditure against the grants should have been transferred to 
revenue in the statement of financial performance. 

e The unspent conditional grants and receipts balance of R2 349 359 (2010: R4 046 093) 
was not represented by cash and cash equivalents. The aforementioned condition at 
year end indicates the conditional grants and receipts funds were used to defray 
operating expenditure, thereby falling into the definition of irregular expenditure. 

The municipality’s records and information available did not permit the application of 
alternative audit procedures regarding unspent conditional grants and receipts. 
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Inventory 

15. Sufficient appropriate audit evidence as to the completeness, existence, valuation and 
allocation, and the municipality’s rights to inventory disclosed as R146 171 (2010: RO) in 
note 3 to the annual financial statements could not be obtained due to the lack of a proper 
system to account for inventory, inadequate supporting documentation and inadequate 
procedures during the year-end stock count. The municipality’s records and information 
available did not permit the application of alternative procedures. 

Cash flow statement 

1 6. 1 was unable to obtain sufficient appropriate audit evidence to determine whether the cash 
flow statement and the related notes were fairly stated for the current and prior year. T aking 
into account the misstatements and scope limitations identified in the annual financial 
statements, as set out in this report. I was unable to practically quantify the misstatements in 
the cash flow statement and notes thereto. Consequently, 1 was unable to determine the 
accuracy, completeness and correct disclosure of the cash flow statement and related 
notes. 

Accumulated surplus 

1 7. Documentation to support debit transactions amounting to R1 1 721 733 and credit 
transactions amounting to R105 727 143 recorded could not be submitted for audit 
purposes. Consequently, I was unable to confirm the completeness, existence, rights and 
obligations, valuation and allocation of accumulated surplus disclosed as R125 142 433 
(2010: R144 522 369) in the statement of financial position and statement of changes In net 
assets. The municipality’s records and information available did not permit the application of 
alternative audit procedures regarding accumulated surplus. 

Consumer deposits 

18. 1 was unable to confirm that management has properly charged and accounted for all 
consumer deposits for the current and prior year. Consequently, I was unable to obtain 
sufficient appropriate audit assurance as to the completeness and valuation of consumer 
deposits of R376 324 (2010: R362 955), as disclosed in the statement of financial position, 
and the related disclosure in note 1 1 to the annual financial statements. The municipality’s 
records and information available did not permit the application of alternative audit 
procedures regarding consumer deposits. 

Cash and cash equivalents 

19. 1 was unable to confirm that management has accounted for all cash receipts for the current 
period as a result of unreconciled differences between the cash receipts of the municipality 
and the bank deposit slips. Consequently, I was unable to obtain sufficient appropriate audit 
assurance as to the completeness of R2 091 577, as disclosed in the statement of financial 
position, and the related disclosure in note 6 to the annual financial statements. The 
municipality’s records and information available did not permit the application of alternative 
audit procedures regarding cash and cash equivalents. 
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Unauthorised expenditure 

20. 1 could not be provided with sufficient appropriate audit evidence that management has 
properly identified, investigated and record^ all unauthorised expenditure transactions 
during the current and prior year. Due to the limitations placed on my audit of expenditure 
and procurement management at the municipality, the approved budget not being provided 
and the lack of a proper system in place to account for and identify unauthorised 
expenditure, there were no satisfactory alternative audit procedures that I could perform to 
confirm the completeness and valuation and allocation of unauthorised expenditure of 
R33 953 001 (2010: R11 043 090), as disclosed in note 39,1 to the annual financial 
statements. 

Irregular expenditure 

21. 1 could not be provided with sufficient appropriate audit evidence that management has 
properly identified, investigated and recorded all irregular expenditure transactions during 
the current and prior year. Due to the limitations placed on my audit of expenditure and 
procurement management at the municipality and the lack of a proper system in place to 
account for and identify irregular expenditure, there were no satisfactory alternative audit 
procedures that I could perform to confirm the completeness of irregular expenditure of 
R5 424 509 (2010: R17 392 934), as disclosed In note 39.3 to the annual financial 
statements. 

Fruitless and wasteful expenditure 

22. 1 could not be provided with sufficient appropriate audit evidence that management has 
properly identified, investigated and recorded all fruitless and wasteful expenditure 
transactions during the current and prior year. Due to the limitations placed on the scope of 
the work performed relating to expenditure and the lack of a proper system in place to 
account for and identify fruitless and wasteful expenditure, there were no satisfactory 
alternative audit procedures that I could perform to confirm the completeness of fruitless and 
wasteful expenditure of R157 213 (2010: R1 009 116), as disclosed in note 39.2 to the 
annual financial statements. 

Commitments 

23. Paragraph 83(c) of SA Standards of GRAP, GRAP 17, Property, plant and equipment, 
states that the annual financial statements shall disclose for each class of property, plant 
and equipment recognised in the annual financial statements the amount of contractual 
commitments for the acquisition of property, plant and equipment. No capital commitments 
were disclosed in the notes to the annual financial statements for the current and prior year 
due to the municipality not implementing adequate control measures to reliably calculate 
these commitments. I was unable to determine the total extend of the understatement in 
capital commitments as sufficient appropriate documents could not be obtained. 

Related parties 

24. International Public Sector Accounting Standard, IPSAS 20, Related-party disclosures, 
requires the disclosure of related party relationships where control exists, and any related 
party transactions that occurred during the year. Undisclosed related party transactions 
amounting to R86 928 were identified. No disclosure with regard to these transactions has 
been made in the annual financial statements. 
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Distribution losses and free services 


25. Section 1 25(2)(d)(j) of the MFMA requires that the annual financial statements of a 
municipality must disclose particulars of any material losses. No distribution losses or free 
services provided were disclosed in the notes to the annual financial statements due to the 
municipality not implementing adequate control measures to reliably calculate these losses. 
In the absence of sufficient appropriate documents, I was unable to determine the total 
extend of the understatement in distribution losses. 

Financial Instruments 

26. The SA Statements of GAAP, IFRS 7 (AC144). Financial instrument: Disclosures, requires 
the disclosure of information on liquidity risks, maturity analysis, sensitivity analysis and 
credit risk exposure relating to financial instruments. Contrary to the minimum disclosure 
requirements, the municipality's exposure to financial risk and how these risks were 
mitigated were not disclosed in the annual financial statements. 

Other statutory disclosure 

27. Particulars of non-compliance with the MFMA were not disclosed in the notes to the annual 
financial statements, as required by section 125(2)(e) of the MFMA. As included in 
paragraph 42 to 97 of this report, several material deviations from the MFMA were identified 
during the audit; however, no particulars of any of these matters were disclosed in the notes 
to the annual financial statements. 

Taxes 

28. Taking into account to the material effect of scope limitations, misstatements and non- 
compliance with SA Statements of GRAP, GRAP 9. Revenue from exchange transactions, 
SA Statements of GRAP, GRAP 23, Revenue from non-exchange transactions (taxes and 
transfers) and (SA Statements of GAAP). IAS 39 (AC 133), Financial instruments: 
Recognition and measurement (IAS 39), referred to in this report, I was unable to obtain 
sufficient appropriate audit evidence to conclude on the existence, completeness, valuation 
and allocation and the municipality’s rights to the value-added tax (VAT) receivable 
amounting to R840 782 (2010: R60 336) as disclosed in note 7 to the annual financial 
statements. 

Disclosures 

29. 1 was unable to audit the following differences between the comparative amounts as per 
2010-1 1 annual financial statements and the amounts disclosed in the 2009-10 annual 
financial statement; trade receivables from exchange transactions of R3 740 720, trade 
receivables from non-exchange transactions of R230 660, grants and subsidies of 
R271 000, value-added tax (VAT) of R540 582, accumulated surplus of R12 263 547 , 
revenue of R2 202 719, expenditure of R11 255 101, employee related costs of R1 249 497, 
fruitless and wasteful expenditure of R1 009 116 and irregular expenditure of R17 392 934. 

The financial statements did not always indicate the details of these restatements as 
required by SA Standards of GRAP 1 Presentation of Financial Statements and SA 
Standards of GRAP 3 Accounting policies, changes in accounting estimates and errors. 

The municipality's records did not permit the application of alternative audit procedures. 
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Financial sustainability 

30. As a result of the matters described in the basis for disclaimer of opinion paragraphs, the 
municipality may be in a worse financial position than the position reflected in these annual 
financial statements. The difficulties being experienced by the municipality in recovering its 
consumer debtors, the potential negative effect of this tendency on the cash flows of the 
municipality and the inability to settle accounts payable within an acceptable period indicate 
that there is a risk that the municipality may be exposed to serious financial difficulties in 
terms of section 1 38 of the MFMA. The annual financial statements did not disclose any 
details of the uncertainty as per note 1.4 to the annual financial statements and have been 
prepared on a going concern basis. The municipality’s accounting records did not provide 
sufficient appropriate audit evidence that the municipality is able to continue as a going 
concern. 

Disclaimer of opinion 

31 . Because of the significance of the matters described in the Basis for disclaimer of opinion 
paragraphs, I have not been able to obtain sufficient appropriate audit evidence to provide a 
basis for an audit opinion. Accordingly, I do not express an opinion on these annual financial 
statements. 

Emphasis of matter 

32. 1 draw attention to the matters below. My opinion is not modified in respect of these 
matters: 

Restatement of corresponding figures 

33. As disclosed in note 34 and 35 to the annual financial statements, the corresponding figures 
for 30 June 201 0 have been restated as a result of errors discovered during 30 June 201 1 in 
the annual financial statements of the municipality at, and for the year ended, 30 June 201 0. 

Unauthorised, irregular and fruitless and wasteful expenditure 

34. As disclosed in note 39.1 to the annual financial statements, the municipality incurred 
unauthorised expenditure of R33 704 520 (2010: R10 658 095) during the year under 
review due to inadequate budgetary control measures. 

35. As disclosed in note 39.2 to the financial statements, the municipality incurred fruitless and 
wasteful expenditure of R157 213 (2010: R1 009 116) during the year under review due to 
the municipality’s inability to pay their creditors on time. 

36. As disclosed in note 39.3 to the financial statements, the municipality incurred irregular 
expenditure of R5 424 509 (2010: R17 392 934) during the year under review due to 
inadequate procurement processes followed. 

Impairments 

37. As disclosed in note 29 to the annual financial statements, material losses to the amount of 
R24 721 036 were incurred as a result of an increase in the provision for impairment relating 
to the recoverability of consumer debtors. 
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Additional matters 

38. 1 draw attention to the matters below. My opinion is not modified in respect of these 
matters: 

Material inconsistencies in other information Included in the annual report 

39. I have not obtained the other information included in the annua! report and have not been 
able to identify any material inconsistencies with the annual financial statements. 

Unaudited supplementary schedules 

40. The supplementary information set out on pages xx to xx does not form part of the annual 
financial statements and is presented as additional information. I have not audited these 
schedules and accordingly I do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

Predetermined objectives 

41 . 1 was unable to conduct the audit of performance against predetermined objectives as the 
municipality did not submit the annual performance report as required by section 46 of the 
Municipal Systems Act of South Africa, 2000 (Act No. 32 of 2000) (MSA) and section 
121(3)(c) of the MFMA. 

Compliance with laws and regulations 

Strategic planning and performance management 

42. The municipal council did not, within the prescribed period after the start of its elected term, 
adopt a process set out in writing to guide the planning, drafting, adoption and review of its 
integrated development plan as required by section 28(1) of the MSA. 

43. The municipality did not adopt a framework that describes and represents how the 
municipality’s cycle and processes of performance planning, monitoring, measurement, 
review, reporting and improvement will be conducted, organised and managed, including 
determining the roles of the different role players as required by sections 38, 39, 40 and 41 
of the MSA and Municipal Planning and Performance Management Regulations 7 and 8. 

44. The accounting officer of the municipality did not by 25 January assess the performance of 
the municipality during the first half of the financial year, taking into account the 
municipality’s service delivery performance during the first half of the financial year and the 
service delivery targets and performance indicators set in the service delivery and budget 
implementation plan as required by section 72(1)(a)(il) of the MFMA. 

45. The accounting officer of the municipality did not submit the results of the assessment on 
the performance of the municipality during the first half of the financial year to the mayor of 
the municipality, the National Treasury, and the provincial treasury as required by section 
72(1 )(b) of the MFMA. 
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Budgets 

46. The municipality incurred expenditure in excess of the limits of the amounts provided for in 
the votes in the approved budget, in contravention of section 15 of the MFMA. 

47. The mayor did not submit all quarterly reports to council on the implementation of the budget 
and the financial state of affairs of the municipality within 30 days after the end of each 
quarter, as required by section 52(d) of the MFMA. 

48. The accounting officer did not always submit the monthly budget statements to the mayor 
and the relevant provincial treasury, as required by section 71(1) of the MFMA. 

Annual financial statements, performance and annual reports 

49. The financial statements submitted for auditing were not prepared in all material respects In 
accordance with the requirements of section 1 22 of the MFMA. Material misstatements of 
disclosure items identified by the auditors were subsequently corrected, but the uncorrected 
material misstatements resulted in the financial statements receiving a disclaimer audit 
opinion. 

50. The accounting officer did not submit the annual financial statements of the municipality for 
auditing, within two months after the end of the financial year as required by section 126(1) 
(a) of the MFMA. It was submitted 20 January 2012 instead of 31 August 2011. 

51 . Late submission of the annual financial statements to the Auditor-General for auditing was 
not appropriately addressed by the Mayor and municipal council as per the requirements of 
section 133(1) of the MFMA. 

52. The mayor did not table, in council, the 2009/2010 annual report of the municipality within 
seven months after the end of the financial year as required by section 127(2) of the MFMA. 

53. The mayor did not submit a written explanation to the council setting out the reasons for the 
delay in the tabling of the 2009/2010 annual report in council as required by section 127(3) 
of the MFMA. 

54. The performance report for the financial year under review was not prepared as required by 
section 46 of the MSA and section 121(3) (c) of the MFMA. 

Audit committee 

55. The audit committee did not function as required by section 166 of the MFMA, in that: 

® The audit committee did not advice the council, the accounting officer and the 

management staff of the municipality on matters relating to internal financial control and 
internal audits, risk management, accounting policies, performance management, 
effective governance, compliance with applicable legislation and performance 
evaluation: 

6 The audit committee did not review the annual financial statements; 
e The audit committee did not respond to the council on any issues raised by the Auditor- 
General in the audit report; and 

® The audit committee did not meet at least four times a year. 

56. The audit committee did not advise the council of the municipality on the adequacy, 
reliability and accuracy of financial reporting and information as required by section 
166(2)(a)(iv) of the MFMA. 

57. The audit committee did not advise the municipal council, the political office bearers, the 
accounting officer and the management staff of the municipality on matters relating to 
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compliance with the MFMA, the DoRA and other applicable legislation as required by 
section 166(2)(a) of the MFMA. 

58. The municipality did not appoint and budget for a performance audit committee, nor was 
another audit committee utilized as the performance audit committee as required by 
Municipal Planning and Performance Management Regulation 14. 

Internal audit 

59. The internal audit unit did not function as required by section 165(2) of the MFMA, in that: 

» Internal audit did not report to the audit committee on the implementation of the internal 
audit plan; and 

6 Internal audit did not advise the accounting officer on matters relating to internal 
controls, accounting procedures and practices, risk and risk management and loss 
control. 

60. The municipality did not develop and implement mechanisms, systems and processes for 
auditing the results of performance measurement as part of its internal audit processes as 
required by section 45(1 )(a) of the MSA and Municipal Planning and Performance 
Management Regulation 14. 

61 . The internal audit processes and procedures did not include assessments of the 
functionality of the municipality's performance management system and whether the system 
complied with the requirements of the MSA as required by Municipal Planning and 
Performance Management Regulation 14. 

62. The internal auditors of the municipality did not audit the performance measurements on a 
continuous basis as required by Municipal Planning and Performance Management 
Regulation 14. 

Procurement and contract management 

63. Goods and services with a transaction value of between R1 0 000 and R200 000 were 
procured without obtaining written price quotations from at least three different prospective 
providers as per the requirements of Supply Chain Management (SCM) regulation 17(a) & 
(c). 

64. Sufficient appropriate audit evidence could not be obtained that goods and services with a 
transaction value of between RIO 000 and R200 000 were procured by means of obtaining 
written price quotations from at least three different prospective providers as per the 
requirements of SCM regulation 17(a) & (c). 

65. Sufficient appropriate audit evidence could not be obtained that goods and sen/ices of a 
transaction value above R200 000 were procured by means of inviting competitive bids as 
per the requirements of SCM regulation i9(a) and 36(1). 

66. Sufficient appropriate audit evidence could not be obtained that bid specifications were 
drafted by bid specification committees which were composed of one or more officials of the 
municipality as required by SCM regulation 27(3). 

67. Sufficient appropriate audit evidence could not be obtained that bid specifications for 
procurement of goods and services through competitive bids were drafted in an unbiased 
manner that allowed all potential suppliers to offer their goods or services as per the 
requirements of SCM regulation 27(2)(a). 
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68. Sufficient appropriate audit evidence could not be obtained that awards were to providers 
based on criteria that were stipulated in the original bid documents as per the requirements 
of SCM regulation 28(1). 

69. invitations for competitive bidding were not always advertised for a required minimum period 
of days as per the requirements of SCM regulation 22(1) & 22(2). 

70. Sufficient appropriate audit evidence could not be obtained that bids were evaluated by the 
bid evaluation committees which were composed of officials from the departments requiring 
the goods or services and at least one SCM practitioner of the municipality as per the 
requirements of SCM regulation 28(2). 

71 . Sufficient appropriate audit evidence could not be obtained that final awards and 
recommendation of awards to the accounting officer were made by an adjudication 
committee constituted as per the requirements SCM regulation 29(2). 

72. Sufficient appropriate audit evidence could not be obtained that awards were made to 
providers whose tax matters have been declared by the South African Revenue Services to 
be in order as required by SCM regulation 43. 

73. Awards were made to suppliers who did not submit a declaration on their employment by 
the state or their relationship to a person employed by the state as per the requirements of 
SCM regulation 13(c). 

74. Sufficient appropriate audit evidence could not be obtained that the preference point system 
was applied in all procurement of goods and services above R30 000 as required by section 
2(a) of the Preferential Procurement Policy Framework Act and SCM regulation 28(1 )(a). 

75. Sufficient appropriate audit evidence could not be obtained that awards were made to 
suppliers based on preference points that were allocated and calculated in accordance with 
the requirements of the Preferential Procurement Policy Framework Act and its regulations. 

76. Sufficient appropriate audit evidence could not be obtained that awards were made to 
suppliers that scored the highest points in the evaluation process as per the requirements of 
section 2(1 )(f) of Preferential Procurement Policy Framework Act. 

77. The performance of contractors or providers was not monitored on a monthly basis as 
required by section 116(2)(b) of the MFMA. 

78. Awards were made to providers whose directors are persons in service of other state 
institutions in contravention of the requirements of SCM regulations 44. Furthermore the 
provider failed to declare that he/she is in the service of the state as required by SCM 
regulation 13(c). 

79. Sufficient appropriate audit evidence could not be obtained that contracts and quotations to 
the value of R25 746 222 was procured in accordance with legislative requirements and the 
SCM policy. 

Human resource management 

80. Senior managers directly accountable to the municipal manager did not sign annual 
performance agreements for the year under review, as required by sections 57(1 )(b) and 
57(2)(a) of the MSA. 

81 . The municipal manager did not provide job descriptions for each post in the staff 
establishment as required by section 66(1 )(b) of the MSA. 
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Expenditure management 

82. Money owing by the municipality was not always paid within 30 days of receiving an invoice 
or statement, as required by section 65(2)(e) of the MFMA. 

83. Payments were made without the approval of the accounting officer or a properly authorised 
official as required by section 11(1) of the MFMA. 

84. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained an effective system of expenditure control, including procedures for the 
approval, authorisation, withdrawal and payment of funds, as required by section 65(2)(a) of 
the MFMA. 

85. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained a management, accounting and information system which recognised 
expenditure when it was incurred, accounted for creditors of the municipality and accounted 
for payments made by the municipality, as required by section 65{2)(b) of the MFMA. 

86. The accounting officer did not take reasonable steps to prevent unauthorised expenditure, 
irregular expenditure and fruitless and wasteful expenditure, as required by section 62(1 )(d) 
of the MFMA. 

87. The municipality did not recover unauthorised, irregular or fruitless and wasteful expenditure 
from the liable person, as required by section 32(2) of the MFMA. 

Conditional grants 

88. Sufficient appropriate audit evidence could not be obtained that the allocations for 
Department of Water Affairs, Local Economic Development Grant, Library Development 
Fund and Pixley Project and Other grant were utilised for the purposes stipulated in their 
respective schedules or Gazetted by the DoRA framework, as required by section 15(1) of 
the DoRA. 

89. The municipality did not always submit monthly reports to the transferring national officer, 
the National Treasury and the Provincial Treasury on spending and financial performance in 
respect of the allocations received for Financial Management Grant, Municipal Infrastructure 
Grant and Municipal Infrastructure Grant as required by section 1 1 (2)(b) of the DoRA and 
section 71(5) of the MFMA. 

90. The municipality did not always submit quarterly reports to the transferring national officer on 
non-financial performance in respect of the allocation received for Financial Management 
Grant, Municipal Infrastructure Grant and Municipal Infrastructure Grant as required by 
section 1 1 (2)(c) of the DoRA. 

91 . The accounting officer did not evaluate the performance of the municipality in respect of 
programmes funded or partially funded by a schedule 4 allocation within two months after 
the end of the financial year as required by section 1 1 (6) of the DoRA. 

Revenue management 

92. Interest was not charged on all arrears accounts as required by section 64(2)(g) of the 
MFMA. 

93. Revenue received by the municipality was not always reconciled at least on a weekly basis, 
as required by section 64(2) (h) of the MFMA. 

94. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained a management, accounting and information system which recognized 
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revenue when it is earned, accounted for debtors and accounted for receipts of revenue, as 
required by section 64(2)(e) of the MFMA. 

Asset management 

95. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained a management, accounting and information system which accounts for the 
assets of the municipality as required by section 63(2)(a) of the MFMA. 

96. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained an effective system of internal control for assets (including an asset register) 
as required by section 63(2)(c) of the MFMA. 

Environmental 

97. Contrary to section 20 of the Environmental Conservation Amendment Act, 2003 (Act No. 50 
of 2003), the municipality is operating disposal sites without a permit issued by the minister. 

INTERNAL CONTROL 

98. In accordance with the PAA and in terms of General notice 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010, I considered internal control relevant to 
my audit, but not for the purpose of expressing an opinion on the effectiveness of internal 
control. The matters reported below are limited to the significant deficiencies that resulted in 
the basis for disclaimer of opinion, the findings on the annual performance report and the 
findings on compliance with laws and regulations included in this report. 

Leadership 

99. The accounting officer position was vacant for the year under review. 

1 00. The leadership did not evaluate whether management had implemented effective internal 
controls by gaining an understanding of how senior management members had met their 
responsibilities in terms of preparing bank reconciliations, ensuring proper records 
management, maintaining an asset register and preparing the annual financial 
statements. 

1 01 . The leadership did not take timeous and adequate action to address weaknesses in the 
finance and supply chain management directorate, which resulted in non-compliance with 
applicable legislation and gave rise to unauthorised and irregular expenditure. 

1 02. The leadership of the municipality did not ensure that internal control procedures were 
developed, implemented and monitored to ensure that monthly sets of financial 
statements were prepared and subjected to review, 

1 03. The leadership of the municipality did not ensure that internal control procedures were 
developed, implemented and monitored to ensure that daily disciplines were performed 
and reviewed. 

1 04. The lack of decisive action to mitigate emerging risks, implement timely corrective 
measures and address non-performance was evident by the failure of management to 
adequately address the external audit findings in a timely manner. The municipality failed 
to properly analyse the control weaknesses and implement appropriate follow-up actions 
that adequately addressed the root cause. This resulted in the audit findings in the prior 
year report being recurring in the current year. 
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105. The leadership failed to implement adequate controls to ensure compliance with laws, 
regulations and internally designed policies and procedures. As a result, significant non- 
compliance Issues were noted. 

Financial and performance management 

106. Effective performance systems, processes and procedures as well as the management 
thereof had not been adequately developed and implemented, which resulted in the 
annual performance report not being prepared and submitted 

1 07. inadequate filing procedures at the municipality have resulted in limitations of scope 
during the current and previous year’s audits. As a result significant difficulties were 
experienced in respect of the availability of information. 

1 08. The annual financial statements were not properly reviewed for completeness and 
accuracy prior to submission for auditing. This resulted in many findings relating to 
incorrect disclosure. 

1 09. The municipality did not have the capacity to address backlog issues and financial system 
problems, resulting in the need to appoint consultants. Consultants assisted with the 
preparation of an asset register and annual financial statements. 

1 1 0. Finance staff had an insufficient understanding of the accounting framework. This 
contributed towards the numerous qualifications in the annual financial statements of the 
municipality. 

111. Regular, accurate and complete financial and performance reports were not compiled by 
the finance unit and reviewed by the CFO of the municipality that were supported and 
evidenced by reliable information. 

Governance 

112. The annual financial statements contained numerous inaccuracies, which are attributable 
to weaknesses in the design and implementation of internal control in respect of financial 
management and financial reporting, and weaknesses in the information systems. 

1 1 3. The municipality utilised the shared audit committee with Pixley Ka Seme District 
Municipality. The shared service audit committee did not ensure that there was an 
adequately resourced and functioning internal audit unit that identified internal control 
deficiencies and recommended corrective action effectively. A performance audit 
committee was not in place for the financial year. The audit committee did not fulfil its 
mandate and functions as outlined in the MFMA. 

114. The municipality did not have a documented fraud prevention plan. Internal control 
deficiencies were not identified and communicated In a timely manner to allow for 
corrective action to be taken. The implementation of external audit recommendations was 
not monitored. This resulted in the prior year audit findings not being substantially 
addressed. 

115. The municipality utilised the shared internal audit unit with Pixley Ka Seme District 
Municipality. The internal audit function did not institute a risk based audit approach and 
the risk assessment conducted did not highlight and address risks pertaining to the 
municipality. The audit committee did not fulfil its mandate and functions as outlined in the 
MFMA. 
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OTHER REPORTS 


Investigations 

116. An investigation is being conducted to probe alleged irregularities with regard to motor 
registration revenue. The investigation was still ongoing at the reporting date. 




Kimberley 


'I 


18 May 2012 



AUDITOR-OENERAU 
SOUTH AFRICA 

/Auc/ifing to build public confidence 
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